Abstract: This paper describes a new cross-country database on the importance of Small and Medium Enterprises (SME). This database is unique in that it presents consistent and comparable information on the contribution of the SME sector to total employment and GDP across different countries. The dataset improves upon existing publicly available datasets on several grounds. First, it extends coverage to a broader set of developing and industrial economies. Second, it provides information on the contribution of the SME sector using a uniform definition of small and medium enterprises across different countries, allowing for consistent cross-country comparisons. Third, while we follow the traditional definition of SME sector as being part of the formal sector, the new database also includes size of the SME sector relative to the informal sector. This paper describes the sources and the construction of the different indicators, presents descriptive statistics, and explores correlations with other socioeconomic variables.
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I. Introduction
The recent World Bank Review on Small Business Activities 1 establishes the commitment of the World Bank Group to the development of the small and medium enterprise (SME) sector as a core element in its strategy to foster economic growth, employment and poverty alleviation. This year alone, the World Bank Group has approved roughly $2.8 billion in support of micro, small and medium enterprises. There is also a growing recognition of the role that SMEs play in sustained global and regional economic recovery 2 . However, there is little systematic research in this area backing the various policies in support of SMEs, primarily because of the lack of data. Hallberg (2001) actually suggests that scale-based enterprise promotion is driven by social and political considerations rather than by economic reasoning.
This paper introduces a new database that, for the first time, allows researchers to examine the justification for promoting SME development. This database provides comprehensive statistics on the contribution of the SME sector to total employment and GDP across a broad spectrum of countries. The database thus allows for a comparison on how the economic importance of the SME sector varies across countries. It enables researchers to compare the extent of SME activity of a specific country with that of other countries in the same geographical region or countries with similar income levels. It also provides statistics on the contribution of the SME sector to the formal economy as well as the share of the informal economy.
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This database greatly improves upon existing data on SMEs, which have been very scarce. 3 Further, construction of such a broad cross-country database has been plagued by several problems with comparability and consistency. First, different countries adopt different criteria -such as employment, sales or investment -for defining small and medium enterprises, and different sources of statistics on SME therefore use different criteria. 4 Second, even the definition of an SME on the basis of a specific criterion is not uniform across countries. For instance, a specific country may define an SME to be an enterprise with less than 500 employees while another country may define the cut-off to be 250 employees.
This new database presents indicators of the relative importance of the SME sector based both on employment and GDP and draws on a wide array of sources. It is a unique database for the following reasons. First, it provides statistics for a uniform definition of SME applied to all countries. Second, it also has an indicator of SME activity adhering to the official country definition of SMEs. And finally, it is the first to provide a measure of the size of the SME sector with respect to the informal sector.
The remainder of the paper is organized as follows. Section II gives the definitions of the various variables used in the database. Section III elaborates on the sources used in collecting the SME data. Section IV presents the variation of the relative importance of the SMEs and the informal sector across countries. In Section V we present correlations and descriptive statistics, and Section VI concludes.
3 Previous efforts include Snodgrass and Biggs (1996) and Klapper and Sulla (2002) . 4 Currently the SME Department of the World Bank works with the following definitions: microenterpriseup to 10 employees, total assets of up to $10,000 and total annual sales of up to $100,000; small enterpriseup to 50 employees, total assets and total sales of up to $3 million; medium enterprise -up to 300 employees, total assets and total sales of up to $15 million.
II. Definitions
In this section, we define the various variables used to describe the relative importance of SMEs in different countries. The term SME covers a wide range of definitions and measures, varying from country to country and between the sources reporting SME statistics. Some of the commonly used criteria are the number of employees, total net assets, sales and investment level. However, the most common definitional basis used is employment, and here again, there is variation in defining the upper and lower size limit of an SME. Despite this variance, a large number of sources define an SME to have a cut-off range of 0-250 employees. All our sources focus on SMEs in the manufacturing sector. SMEs are defined as formal enterprises and thus different from informal enterprises.
Our main indicator is therefore based on employment. SME250 is the share of the SME sector in the total official labor force when 250 employees is taken as the cutoff for the definition of an SME. For a country to come under the SME250 classification, the SME sector cutoff could range from 200-300 employees. There are few instances of this range occurring, with data for most other countries reported for an exact cut off of 250 employees. 5 We have 54 countries in the SME250 sample, 13 of which are low income countries, 24 are middle income and 17 are high income countries. In constructing the employment figures for different countries, we use multiple sources, and any available data from the 1990s. So the SME250 indicator is an average over time and sources.
We also construct another set of employment measures where we retain the official country definition of SMEs. SMEOFF is the share of the SME sector in total 5 official labor force when the official country definition of SMEs is used, with the official country definition varying between 100 and 500 employees. Countries, which defined SMEs on a category other than employment, were dropped from our sample. For countries, which do not have an official definition of SMEs, and for countries where we do not have data according to the official cut off, the cut-off data from the most reliable source was used as SMEOFF. The choice of source in this case depended largely on the source used for similar countries and was usually one of the five main sources quoted below. Consequently, we have 76 countries in the SMEOFF sample, of which 17 are low income countries, 31 are middle income and 28 are high income countries. Since only some countries have 250 employees as the official cut-off, the number of countries in the SME250 sample is a subset of the number of the countries in the official sample. 6 Similar to the SME250 sample, the SMEOFF measures constructed are numbers averaged over the 1990s.
To measure the contribution of the SME sector to the economy, we use SME_GDP, which gives the share of the SME sector, as defined by official sources, relative to GDP. 7 As in the case of SMEOFF, variance in the official definition of the SME sector may drive part of the variation in this indicator. We have data for 35 countries.
To obtain data on the size of the informal sector, we use the estimates reported by Schneider (2000 Schneider ( , 2001 . He estimates the size of the shadow economy labor force for 76 6 We also explored a sample using employees up to 150 or less as a cut-off. However, we could only collect information for 31 countries and the variation of the actual cut-offs was very high, with some countries reporting figures for cut-offs as low as 10 or 25 employees and others with cut-offs of 100 or 150 employees. 7 We also constructed a series of the relative importance of SMEs in GDP using the 250 employee cut-off. However, we could obtain data for only six countries. 
III. Sources
In this section, we briefly describe the main sources used for compiling the new database. The SME data were drawn from existing cross-country databases, complemented in many cases with information from country-specific sources. The major sources used are listed in the 
IADB: SME Observatory
For Latin American Countries, we used as the primary source the SME data published by the Inter-American Development Bank (The Latin American SME Observatory). This database has time series observations on SME size and activity in about 18 Latin American countries. In most cases, it also includes the definition of the SME sector used in presenting the statistics. The data presented is either census data or collected from surveys. Observations, which did not represent contribution of the SME sector to formal employment or to total GDP, were not included in our sample. The same is true for observations where the size of the SME sector was not defined. This gave us data on the SME share of employment for 9 and SME share of GDP for 4 Latin American countries.
UNECE
The UN-ECE produces annual statistics and trends in national SME development for the countries in transition (CIT). The statistics are calculated from survey questionnaires and the data available are for the years 1994-95 and 1996-97. Each annual report also gives the latest official definition of the SME sector in the various CIT. Data for 20 transition economies were obtained from this source. Once again, observations that did not report the size of the SME sector were dropped. For two countries, Albania and 8 Ukraine, the latest data were not taken because of discrepancy from the previous years' statistics and from data published by other country specific sources.
OECD
For the OECD countries, the primary data source used were the SME data published by the OECD (Globalization and SMEs, 1997 ed.vol I and II). The OECD adopts the following convention for categorizing SMEs --micro: 1-4 employees; very small: 5-19 employees; small: 20-99 employees; medium: 100-500 employees. The broad definition for OECD countries used for our database is that an SME has less than 500
employees. For two countries, Japan and Sweden, the country specific definition of the SME was used. The statistics compiled were from survey data.
APEC
The Asia Pacific Economic Council publishes statistics compiled from a field survey conducted in selected APEC countries. The definition of the SME sector varies largely in the APEC countries, not only in the cut off used for employment but also in the criteria used for categorization. Countries like India have SMEs defined only according to the investment level and hence do not figure in our sample of countries. After adopting the usual criteria for inclusion, we have eight APEC countries included in our database.
WB_RPED
The Regional Program on Enterprise Development (World Bank) has several countryspecific studies on the structure of labor markets in Africa. The studies contain statistics on SME contribution to employment. The numbers are calculated on the basis of surveys collected through interviews from manufacturing firms in seven African countries. The general classification of the SME sector used in this source (and in our database) is-micro: less than 10 employees; small: 10-49 employees; medium: 50-200 employees. We obtain data on SME share of employment for eight Africa countries from this source.
IV. SME across countries Table 1 presents the share of SMEs and the informal sector in total employment and GDP, as well as GDP per capita. The importance of the SME sector varies greatly across countries. While in Azerbaijan, Belarus and Ukraine less than 5% of the formal work force is employed in SMEs, this share is more than 80% in Chile, Greece, and Thailand (SME250). Similarly, the ratio of the informal economy relative to GDP varies from 9% in Switzerland to 71% in Thailand. Table 2 presents the correlation matrix for all these variables. The SME sector's contribution to both employment and GDP shows a strong positive correlation with GDP per capita, while INFORMAL and INFO_GDP are significantly negatively correlated with GDP per capita. 9 We see strong positive correlations between the SME variables themselves, i.e. between SME250 and SME_GDP and between SMEOFF and SME_GDP, while we see only a weak (10% significance level) correlation between the two measures of the relative importance of the informal sector. Some, but not all of the SME measures are negatively correlated with the measures of the informal economy.
GDP across different income groups. The graph shows a marked increase in the SME sector's contribution to total employment from the low-income countries (17.56%) to the high income (57.24%). The SME share of GDP follows a similar trend increasing from 15.56% of GDP in the low-income countries to 51.45% in the high-income countries.
Therefore, an increase in SME sector's contribution to employment is accompanied by an increase in its share of GDP as well. Figure 2 shows a steady decline in the contribution of the informal sector to GDP, from the low-income countries (47.2%) to the high-income countries (13%). The sector's contribution to total employment 11 also shows a general decline from the low-income group (29.41%) to the high-income group (15.16%), though it increases slightly in the middle-income group.
Figure 3 presents the contribution of each sector across different income groups in a single graph. As the figure shows, the SME sector generates a much smaller portion of median employment in the low-income countries than in the high-income countries. In the developing countries of the low and middle-income group, the INFORMAL sector generates a significantly higher portion of median employment than the SME sector. For instance, in the low-income countries, while the informal sector generates 29.14% of total employment, the SME sector generates only 17.56%. In stark contrast, at the high-income 11 level, while the INFORMAL sector generates only 15.16%, the SME sector generates 57.24% of the total employment of the country (as shown in Figure 2 ). Figure 4 portrays the contribution to GDP of the two sectors in a single graph.
The SME sector generates only 15.56% of total GDP in the low-income group compared to 39% in the middle-income group and 51.45% in the high-income group countries. The informal sector follows a reverse trend and is the largest contributor to GDP at 47.2% in the low-income group and contributes only 13% in the high-income group. Interestingly, the joint contribution of the informal and SME sectors to GDP remains approximately constant across income groups at around 65-70 percent. As income increases however, there is a marked shift from the informal to the SME sector.
V. The Importance of SMEs: correlations with policies, the business environment, growth obstacles, and historic factors
This section relates the variation in the importance of the SME sector across countries to differences in economic policies, the business environment in which firms operate, growth obstacles reported by SME and historic determinants. While these correlations do not imply any causality in either direction, they provide helpful information to better understand the variation in SME across countries and form the basis for more rigorous analysis.
In Panel A of Table 3 , we examine correlations between the SME sector's share of total labor force, the INFORMAL sector's share of GDP 12 and some possible determinants, which empirical economic literature has shown to be associated with economic growth (Barro 1991; Easterly, Loayza and Montiel, 1997) . The determinants investigated are also the ones used as a conditioning information set in Levine, Loayza and Beck (2000) and include the following: Government Consumption (government expenditures as a share of GDP) and Inflation (the inflation rate) as measures of macroeconomic stability and Education (secondary school enrollment) as a measure of the level of human capital. We also use Trade (the sum of exports and imports to GDP)
to capture the degree of openness of an economy and Black Market Premium to capture the extent of policy distortions. As a measure of financial development, we use Private Credit (claims of financial institutions on the private sector as a share of GDP) 13 .
Panel A of Table 3 shows that the SMEs are more important in economies with higher levels of education, lower inflation rates and higher levels of financial intermediary development. They tend to be less important in more open economies and in countries with greater policy distortions. The informal sector, on the other hand, has a larger importance in economies with lower levels of human capital accumulation, lower levels of government expenditures and lower levels of financial intermediary development.
B. SMEs and the Business Environment
12 Results for the SME sector's share of GDP and INFORMAL sector's share of total labor force are not presented due to the small number of data points. suggests that costly registration requirements constitute an impediment for informal firms to convert themselves into formal enterprises.
As important as low entry barriers are for a thriving corporate sector, so is an efficient exit mechanism. We therefore look at the correlation of the SME and We also look at the Cost of Contract Enforcement, which is the cost -in attorney fees and court costs -of dispute resolution relative to Gross National Income (GNI). The data is from Djankov et al (2003) . Contract enforcement is not only important for firms in their commercial transactions, but also for access to finance. The correlations indicate that countries with higher costs of dispute resolution have larger informal sectors. This implies that an inefficient judicial system is an impediment to the conversion of informal enterprises into formal ones.
The data also includes the Credit Registry, which is an index of the extent to which the rules of credit information registries facilitate lending. It is constructed on the basis of the scope of information collected, scope of information distributed, ease of access to information and the quality of information. The correlation matrix shows that there is no correlation of the Credit Registry with either the SME or the INFORMAL sectors of the economy.
The correlation matrix also examines whether the importance of the SME sector is related to the Labor market regulation, an index for the regulation of labor markets.
The index is constructed by examining detailed provisions in labor laws. While the SME sector does not appear to be correlated with the Labor market regulation, the correlation matrix shows that countries with more severe labor marker regulations have larger INFORMAL sectors. Rigid labor markets thus seem to impede conversion of informal enterprises into formal ones.
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We also consider the general institutional environment, in which firms operate.
The institutional variables include Property Rights, an index of the degree to which the legal system protects private property and Regulatory Environment, a measure of extent of regulation of the various institutions (both measures from the Heritage Foundation).
Institutional Development is the average of six institutional variables -voice and accountability, government effectiveness, regulatory quality, rule of law, political stability and control of corruption -, as constructed by Kaufman, Kraay, and ZoidoLobaton.(1999a ZoidoLobaton.( , 1999b .
We find strong positive correlations between the SME variables and the institutional variables, suggesting that the SMEs thrive more in countries with betterdeveloped institutions. The correlation matrix also shows a negative relation between entry regulation and the importance of the SME sector, indicating that high entry regulation in terms of greater number of procedures and higher cost and time act as a deterrent to SME sector's development. The findings for the INFORMAL sector are exactly reverse of those for the SME sector. We find positive correlations between the informal sector and the entry regulation and contract enforcement variables and negative correlations between the institutional variables and the importance of the informal sector.
C. SMEs and Growth Obstacles
In Panel C of Only the financing and inflation obstacles are negatively and robustly correlated with both SME measures, while the infrastructure obstacle is negatively correlated at the 5% significance level with SME250 and the corruption obstacle with SME250 at the 10% significance level. The importance of the informal sector, on the other hand is positively correlated with most of the growth obstacles. This shows that in countries where there are many obstacles to firm growth and particularly on SMEs, firms tend to migrate to the informal sector to overcome these obstacles. These correlation also underline the importance of access to financial services for a thriving SME sector.
D. SMEs and Historic Determinants
In this section we examine the impact of historical determinants on the SME sector. Panel D of Table 3 investigates whether ethnic composition, natural endowments, legal origin and religious composition are related with the SME share of the economy.
We explore the correlations of the relative importance of the SME and informal sectors with Latitude, absolute value of the latitude of the country, Good Crops, 
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To analyze the effect of legal tradition, we also use data from LLSV (1998, 1999) who There is no robust correlation between the German and British legal origin and the relative importance of the SME and informal sectors.
VI. Conclusion
This paper introduces a new and unique set of cross-country indicators of the contribution of small and medium enterprises (SMEs) to employment and wealth creation. The dataset reveals a significant variation in the size and economic activity of the SME sector across income groups. Countries with a higher level of GDP per capita have larger SME sectors in terms of their contribution to total employment and GDP.
However, it is also interesting to note that the overall contribution of small firms -formal and informal -remain about the same across income groups. As income increases, the share of the informal sector decreases and that of the formal SME sector increases.
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The paper also suggests that a variety of macro-economic variables and historical determinants show significant correlations with the relative importance of the SME and informal sectors.
This database is part of a broader research project that aims to investigate the impact of the SME sector on growth and poverty alleviation. Specifically, the compiled data allows researchers to run cross-country regressions to evaluate the relation between the size of the SME sector and economic development. The indicators can also be used to investigate the empirical link between the SME sector and other possible determinants of size such as natural endowments, ethnic composition, legal origin, and other regulatory and policy variables. We turn to these issues in Beck, Demirguc-Kunt and Levine (2002). The variables are defined as follows: GDP/CAP is the real GDP per capita in US$. SME250 is the SME sector's share of formal employment when 250 employees is used as the cut-off for the definition of SME. SMEOFF is the SME sector's share of formal employment when the official country definition of SME is used. INFORMAL is the share of the shadow economy participants as a percentage of the formal sector labor force. INFO_GDP is the share of the shadow economy participants as a percentage of GDP. SME_GDP is the SME sector's contribution to GDP(The official country definition of SME is used Correlations between the SME sector and INFORMAL sector are presented in the table. The variables are defined as follows: GDP/Cap is the real GDP per capita in US$. SME250 is the SME sector's share of formal employment when 250 employees is used as the cut-off for the definition of SME. SMEOFF is the SME sector's share of formal employment when the official country definition of SME is used. INFORMAL is the share of the shadow economy participants as a percentage of the formal sector labor force. INFORMAL_GDP is the share of the shadow economy participants as a percentage of GDP. SME_GDP is the SME sector's contribution to GDP(The official country definition of SME is used). 
GDP/CAP
Table 3. Correlations with Other Variables
Correlations of the SME and INFORMAL sector variables with other variables are presented in Panels A to E of the table. The SME and INFORMAL sector variables are defined as follows. SME250 is the SME sector's share of total employment when 250 employees is taken as cutoff for the definition of SME. SMEOFF is the SME sector's share of total employment when the official country definition of SME is used. INFORMAL is the share of the shadow economy participants as a percentage of total labor force. INFORMAL_GDP is the share of the unofficial economy as a percentage of GDP. In Panel A, the variables are defined as follows: Education is secondary school enrollment (% gross). Government consumption is the general govt. final expenditure as a % of GDP. Inflation is the inflation rate of the GDP deflator. Trade is the share of exports and imports in GDP. Private Credit is claims of financial institutions on the private sector as a share of GDP. The black market premium is the percentage deviation of the informal from the official exchange rate. All data are from the WDI. In Panel B, the variables are defined as follows: Cost of Entry is cost of registration as share of GNI. Bankruptcy is an indicator of the efficiency of the insolvency process. Credit registry is an indicator of the extent to which information on borrowers is available to financial institutions. Labor Market Regulation is an indicator of the rigidity of the labor market legislation. Cost of contract enforcement is the cost of enforcing a contract through the court system as share of GNI. 
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